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Investments
EQUITY STRATEGY

Fiscal 2006 proved to be another good year in the stock market.  With much 

lamentation, the markets again climbed the proverbial wall of worry.  The year 

began with high oil prices, the Fed continuing to hike short term rates, and the 

ongoing struggle in Iraq.  However, strong corporate earnings growth, declining en-

ergy prices, and the Fed fi nally going on hold allowed the markets to move higher.  

Over half the move in the S & P 500 occurred in the fi nal quarter of the fi scal year.  

As we were long hoping, large capitalization stocks fi nally took over the reigns 

to lead the rally.  The large differential in earnings growth between large and small 

capitalization companies narrowed considerably over the course of the year.  We 

believe this is a trend that should continue for some time.  Further supporting the 

sustainability of the market is the large cash reserves held at companies, which 

bodes well for continued stock repurchases and further dividend boosts.  As we 

have seen, if the companies are not willing to take the steps to improve their 

balance sheets, private investors are willing to accommodate.  Leveraged buyouts 

boomed this year, and will likely continue if companies continue to sit on their cash 

rather than redeploy it in a proper manner.  Another reason for  continued gains in 

equities is valuation support.  The market is now trading in line with its historical 

average P/E post World War II.  The multiple compression phase we have witnessed 

the past few years may fi nally be abating, allowing stocks to grow commensurate 

with earnings growth.

As far as activity throughout the year, new money was added to international 

equities early in the fi scal year.  We also continue to shift money to the active man-

agement funds from the index funds, especially in the mid and small cap areas.  We 

believe that with the capitalization leadership change, additional performance can 

be added in the mid and small cap funds through active management.

In review, the RSA equity allocation began the year at roughly 57.5%, and closed 

out fi scal 2006 at 62% on average across the three funds.  Domestic equities account 

for over 46.5% of the fund, and international equities are now over 15% of the total.  

After fi ve years of lagging, the large capitalization indices fi nally beat the smaller 

caps. The S & P 500 index was up 10.79%, the S & P 400 Midcap index was up  6.56%, 

and the S & P Smallcap 600 index was up 7.16%.  The MSCI  EAFE index was up 

19.16%, again outperforming the broad domestic equity indices. 

For the year, the RSA domestic equity portfolios increased 10.27%, 10.25%, and 

10.41% for the TRS, ERS, and JRF funds, respectively.  International equity returns 

fared better, posting 19.35% for TRS and 19.26% for ERS.   The combined total return 

for the overall equity portfolios were 12.41%, 12.25%, and 10.41% for the TRS, ERS, and 

JRF, respectively.  Three-, fi ve-, and ten-year annualized global equity returns were 

15.11%, 9.67%, and 9.24% for TRS, 15.04%, 9.64%, and 9.18% for ERS, and 12.76%, 7.78%, 

and 9.14% for JRF, respectively.     
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INVESTMENT RETURNS
FOR THE PERIOD ENDED SEPTEMBER 30, 2006   (PERCENT) 

  

   1-YEAR 3-YEARS 5-YEARS 10-YEARS 

EQUITY RETURNS 

  TRS 12.41 15.11 9.67 9.24

  ERS 12.25 15.04 9.64 9.18

  JRF 10.41 12.76 7.78 9.14

FIXED INCOME RETURNS

  TRS 3.72 4.60 4.69 6.12

  ERS 3.45 4.35 4.38 5.99

  JRF 7.11 6.35 3.40 5.73

TOTAL RSA RETURNS

  TRS 8.82 10.26 7.60 7.77

  ERS 8.37 9.80 7.10 7.58

  JRF 9.12 10.12 6.01 7.41

BENCHMARKS 

 S&P 500 10.79 12.30  6.97 8.59

 DJIA 13.13 10.42 8.06 9.21 

 MIDCAP 400 6.56 15.23 13.09 13.37

 SMALLCAP 600 6.56 17.40 15.06 11.35

 MSCI EAFE 19.16 22.32 14.26 6.82

 CITIGROUP BIG 3.71 3.48 4.85 6.45

 LEHMAN BROTHERS AGGREGATE 3.67 3.38 4.81 6.42




